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Directors' Report : .

Your Directors present their report on the consolidaied entity consisting of Billabong International Limited and the entities it
controlled at the end of, or during, the year ended 30 June 2004,

Oirectors
The Directors of Billabong International Limited in office at the date of this report are:

G.M. Pemberton AC
D. O'Neill

M.A. Jackson AC
E.T. Kunkel

F.A. McDonald

G.8. Merchant

P. Naude

C. Paull

All Directors held office during the whole of the financial year and up to the date of this report.
Principal Activities

During the year the principal continuing activities of the consolidated entity consisted of the wholesaling and retailing of
surf, skate and snow apparel and accessories, and the licensing of the Billabong group trademarks 1o specified regions of
the world.

Dividends

Dividends paid to members during the financial year were:

$'000
+  Final ordinary dividend for the year ended 30 June 2003 of 12.5 cents per fully paid share paid on
10 November 2003 25277
* Interim ordinary dividend for the year ended 30 June 2004 of 12.5 cents per fully paid share paid
on 14 April 20604 25,353
50,630
Final ordinary dividend for the year ended 30 June 2004 of 14.0 cents per fully paid share declared by
Directors and payable on 8 November 2004 for shareholders at record date of 25 October 2004 28.486
Review of Operations
A summary of consolicdated revenues and results by significant geographical segments is set out below:
Segment Segment
revenues EBITDA
$'000 $°000
Australasia 192,684 51,754
Americas ’ 323,139 60,930
Europe 158,906 28,832
Third Party Royalties 2,616 2,616
677,345 144,132
Less: Interast (5,210)
Depreciation and Amortisation {11,045)
Profit from ordinary activities befere income tax expense 127877
Income tax expense {40,842)
Profit from ordinary activities after income tax expense 87,035

Comments on the operations and the results are set out below:

Profit after tax for the year ended 30 June 2004 of $87.0 million was up 14.2% on the previcus year, a strong resuft
considering the negative impact on overseas eamings by a rising AUD. Revenue of $674.7 million represented an increase
of 8.3% for the full year, or 20.7% in local currencies. At a segment level, revenue in America was up 30.1% in USD,
Australia was up 14.0% and Eurcpe up 12.7% in Euro. Consolidated gross margins at 48.0% were considerably higher than
the prior year's 45.8%. EBITDA lifted 15.0% to $144.1 million or 27.0% in local currencies. The American segment was a
highiight with EBITDA growth in local currency of 33.4%. The consclidated EBITDA margin increased to 21.4% from 20.1%
in 2003.
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Directors’ Report : .

Review of Operations (continued)

Americas

American sales totalled $228.5 million USD, up 30.1% on the prior year. American EB{TDA tctalled $43.1 million USD
representing a result 33.4% higher than the prior year. The American EBITDA margin was 18.8% of sales, up from 18.4% in
the prior year.

In Australian dolars, US sales were up 6.7% to $323.1 million. EBITDA of $60.9 million was 9.3% higher. Element
continued to penetrate the market and its sales now account for 12.0% of group revenue as reported in Australian dollars,
while the Billabong brand maintained its position as the driver of sales in the region.

Both men’s and giri's apparel and accessories traded strongly during the year.

Canada continued to grow strongly, with revenuas in local cumrency up in excess of 50.0%. Brazil posted a similarly strong
result.

Europe

European sales totalled €93.5 million, a result 12.7% higher than the prior year. European EBITDA for the year totalled
€17.0 million representing a result in Euro terms 8.3% higher than the prior year.

In Austrafian dollar terms, sales revenue from Europe was $158.9 million, representing an increase of 5.2% on the prior
year, EBITDA was up marginally to $28.8 million, while EBITDA margins eased to 18.1% from 18.9% in the previous year.

The general trading environment in Europe was challenging after a difficult winter and the Company's performance in
managing these changes was uneven from region to region. A new general manager for Europe was appointed through the
year.

Spain remained the key territory in the region, while Italy and Germany grew strongly from a lower base.

Australasia

Australasian revenue for the period was $192.7 million, up 14.0% on the previous year. EBITDA of $51.8 milfion was 33.9%
higher than the prior year, while the EBITDA margin increased sharply to 26.9% from 22.6%.

Australia was a standoul region recording double-digit sales growth, with gifl's apparel continuing to grow strongly. Element
and Von Zipper both posted solid gains.

Eisewhere in the region, revenues in local currencies were particularly strong with Japan up in excess of 30% and New
Zealand up 42%.

Statement of Financial Position, Cash Flow ltems and Capital Expenditure

Working capital (including factored receivables) at $157.4 million increased 17.6% for the period, which overall was
satisfactory given the revenue growth. Capital expenditure of $24.5 million or 3.6% of sales includes the purchase of
Honolua ($11.5 million) and was in accordance with expectations. Net debt remained constant at $95.1 million, but is still
relatively low at a debt to equity ratio of 16.4% and interest cover of 25.5 times.

Cashflow from operations of $66.6 million represents a 33.5% increase after adjusting for factoring facility changes in the
prior period.

Billabong Internationa! Limited 2003-04 Full Financial Report Page 3




Directors' Report : .

Review of operations {continued)

Slgnificant changes in the state of affairs
There were no significant changes in the state of affairs of the consolidated entity during the financial year.
Likely developments and expected results of operations

The outlook for 2005 is for consistent growth maintaining strong margins. The Company expects strong net profit growth of
around 20% driven by continuing robust revenue growth in the Americas and Australasia and more moderate growth in
Europe.

Further information on likely developments in the operations of the congolidated entity and the expected resuits of operations
have not been included in this report because the Directors believe it would be likely to result in unreasonable prejudice to
the consolidated entity.

Environmental regulation

The consolidated entity is not subject to significant environmental regulation in respect of its activities. The consolidated
entity outsources the manufacture of more than 98% of its product and therefore its environmental focus is directed towards
its Supplier Policy which sets out the standards that ail suppliers must meet. All factories that manufacture for the
consolidated entity are comprehensively evaluated annually for their environmental performance, and evaluation criteria used
includes compliance with local laws and regulations, effluent discharge systems, waste water systems, emission contrels and
contro! of hazardeus substances.

Meetings of Directors

The number of mestings of Directors (including meetings of committees of Directors) held during the year ended 30 June
2004, and the number of meetings attended by each Director were as follows:

Full meeting of Audit Committee Nominations Human Resource
Directors Committee and Remuneration
Committee
Held Attended Held Attended Held Attended Held Attended
G.M. Pemberion 9 9 3 3 1 1 2 2
D. O'Neill 9 9 . . * * * *
M.A. Jackson 9 g9 3 3 1 1 2 2
E.T. Kunkel 9 8 3 3 1 1 2 2
F.A. McDonaid 9 9 3 3 1 1 2 2
G.S. Merchant 9 8 3 3 1 1 2 2
C. Pauli 9 9 3 3 1 1 2 2
P. Naude 9 9 * > * * * *

* Not a member of the relevant committee
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information on Directors
Particulars of Directors’

Director Age Experience interests in Billabong
International Ltd
Ordinary Options
Shares
Gary Pemberton AC 64  Gary Pemberton was previously Chairman of TAB  12,575,966* o
Non-Executive Limited, Qantas Airways Limited and Brambles
Chairman Industries Limited, and a director of Commanwealth
Director since Bank of Australia, CSR Limited, John Fairfax Holdings
4th July 2000 Limited, Rio Tinto Limited, Queensland Investment
Corporation and NM Rothschild Australia Pty Ltd.
Derek O'Neill 41  Derek O'Neill was appointed as Chief Executive Officer 682,103 244,518
Chief Executive effective 1 January, 2003. He has previously held
Officer senior management positions with Billabong, including
Direcior since General Manager of Billabong's European operations
5th March 2002 from 1982-2003. In 2002, Derek was awarded a
Chevalier d'Ordre de Merite Nationale for services to
business in France.
Margaret Jackson 51 Margaret Jackson is Chairman of Qantas Airways 228,656 -
AC Limited, Deputy Chairman of Southcorp Limited and a
Non-Executive director of the Australia and New Zealard Banking
Director Group Limited and John Fairfax Haldings Limited. She
Director since is a former director of The Broken Hill Proprietary
4th July 2000 Company Limited, Pacific Dunlop Limited, and a former
pariner of KPMG Peat Marwick's management
consulting division. Ms Jackson is also Chairperson of
Methodist Ladies College and former Chairman of
Playbox Theatre Company.
Ted Kunkel 61 Ted Kunke! was previously the President and Chief 44,466 en
Non-Executive Executive Officer of Fosters Group Limited and
Director Associated Companies. He has extensive intemational
Director since business experience.
15th February 2001
Allan McDonald 64 Allan McDonald has extensive experience in the 122,500 ——n
Non-Executive investment and commercial banking fields and is
Director presently associated with a number of companies as a
Director since consultant and Company director. Mr McDonald is
4th duly 2000 Chairman of Australian Leisure and Hospitality Group
Limited and Ross Human Directions Limited. His other
directorships include Brambles Industries Limited, DCA
Group Ltd and Multiplex Limited.
Gordon Merchant 60  Gordon Merchant founded Billabong's business in 1973 44,683,444 -
Non-Executive and has been a major stakeholder in the business since
Director its inception. Mr Merchant has extensive experience in
Director since promotion, advertising, sponsorship and design within
4th July 2000 the surfwear apparel industry.
Paul Naude 48 Paul Naude was appointed President of Billabong's 2,036,947 284,232
Executive Director American operations in 1998 and established Biliabong
Director since USA as a wholly owned activity in North America. He
14th November 2002 has been involved in the surfing industry since 1973
with extensive experience in apparel brand manage-
ment.
Colette Paull 53 Colette Paull was one of the earliest employees of the 1,367,651 on
Non-Executive Billabong business in 1973. Since that time, Ms Paull
Director has been broadly involved in the development of
Director since Billabong's business from its initial growth within
4th July 2000 Australia o its expansion as a global brand. Ms Paull

previously held the position of Company Secretary until
1 October, 1999,

Billabong International Limited
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Directors’ Report . .

* In addition to the above holdings, each of Gordon Merchant, Colette Paull and Gary Pemberton {*Option Holders™) held an
interest at 30 June 2004 of 1,023,777 (2003: 2,071,268) shares issued fo employees under the Billabong Executive Share
Plan. Each of the employees was required to enter into a Call Option Agreement with the Option Holders, being persons
associated with the founding shareholders or vendors at the time of listing in August 2000. Where an employee ceased to
be employed by the Company within four years from the time the shares were issued in August 2000, the Call Option

Agreement gave the Option Holders the right to purchase all of the shares issued for $1.00 pursuant to the Executive Share
Pian.

The Call Option Agreement expired in August 2004, and all 1,023,777 shares vested.

Directors’ and managers’ emoluments

The Human Resource and Remuneration Commitiee is responsible for determining and reviewing remuneration
arrangements for Non-Executive Directors, Executive Directors and the management team. The committee assesses the
appropriateness of the nature and amount of emoluments on a periodic basis by reference to relevant employment market
conditions with the overall objective of ensuring maximum stakeholder benefit from the retention of a high guality Board and
executive. The committee formulates proposals for shareholder consent as appropriate from time to time. The Human
Resources and Remuneration Committee reports 1o, and makes recommendations to, the full Board in relation to Directors’
and managers’ emoluments.

As well as a base salary, remuneration packages include superannuation, performance-related bonuses and fringe
benefits. it is intended that the manner of payment chosen will be optimal for the recipient without creating undue cost for
the Company. Executive Directors and managers are also eligible to participate in the Billabong Executive Incentive Option
Plan.

Share options have been issued:
(a) in part consideration of an acquisition, or
(b} to Executive Directors and managers, which may be exercised where performance has met specified criteria.

Remuneration packages are set at levels that are intended to attract and retain managers capable of managing the
consolidated entity’s diverse operations.

Remuneration and other terms of employment for the Executive Directors and managers are formalised in service
agreements. Remuneration of Non-Executive Directors detemmined by the Board is within the maximum amount approved
by the shareholders from time to time.

Details of the nature and amount of each element of the emolument of each Director of Billabong International Limited and
each of the five managers of the Company ang the consolidated entity receiving the highest emolument for the financial
year are as follows:

Emoluments of Directors of Billabong international Limited

2004 Primary Post- Equity
employment
Non-
Cash salary Cash monetary Super-
Name and fees bonus benefits annuation Options Shares Total
$ $ $ $ $ $ $
G.M. Pemberton * 178,366 - 1,501 11,002 — - 190,869
D. C'Neilt * 513,088 770,000 44,468 11,002 62,620 - 1,401,179
M.A. Jackson * 76,442 - 1,500 6,880 - -— 84,822
E.T. Kunkel 75,000 -~ 1,497 - - - 76,497
F.A. McDonald * 101,923 - 1,495 9,000 - - 112,418
G.S. Merchant * 76,442 - 1,513 6,880 - — 84,835
C.Pauli* 76,442 —_ 1,500 6,880 - - 84,822
P. Naude 755,308 754,752 15,123 5,618 66,788 -— 1,597,687
Total 1,853,010 1,524,752 68,587 57,262 129,408 e 3,633,029

* Includes 53 weeks pay

Billabonyg Internationat Limited
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Directors' Report : .

Emoluments of the five most highly paid managers of the Company and the consolidated entity

2004 Primary Post- Equity
employment
Non-
Cash salary Cash monetary Super-
Name and fees bonus benefits annuation Options Shares Total
$ $ $ $ $ $ $
P.Casey " # 492,751 300,000 17,760 8,251 47,373 1,000 867,135
S. Palfreyman * 444,344 20,000 16,785 11,002 44 353 — 716,484
S. Wilson 481,123 106,082 17,232 - 33,609 1,000 639,046
J. Schillereff 469,328 28,289 22,328 3,063 56,100 1,000 581,008
R. Sanders 403,069 106.082 21,232 4,849 34,359 1,000 570,591
Total 2,290,615 740,453 95,337 28,085 215,794 | 4,000 | 3,374,264

* Includes 53 weeks pay
#  Includes $150,000 transfer allowance cash salary

“‘Managers” are employees who are involved in, concerned in, or who take part in, the management of the affairs of
Billabong Intemationat Limited and/or retated bodies corporate.

Share options granted te Directors and the most highly remunerated managers

There were no options over unissued ordinary shares of Billabong Intarnational Limited granted under any employee
incentive plan during or since the end of the financial year to any of the Directors or the five most highly remunerated
managers of the Company and consolidated entity as part of their remuneration.

Mr J. Schillerelf received 15,289 options since 1 July 2003 to the date of this report as part consideration for the sale to
Billabong of assets comprising the Element Skate operation.

Shares under option
Unissued ordinary shares of Billabong International Limited under option at the date of this report are as follows:

Number Issue date ssue price of Expiry date
shares

Executive Incentive Option Plan 2,160,776 11/08/2000 $2.60 10/08/2005
Executive Incentive Option Plan 793,804 18/06/2001 $4.90 18/06/2006
Executive Incentive Option Plan 36,837 25/10/2001 $7.42 251072006
Executive Incentive Option Plan 57,500 28/02/2002 $9.39 2810212007
Executive Incentive Option Plan 721,000 23/08/2002 $8.10 2310812007
Options issued pursuant to Agreement 469,036 04/07/2001 $5.35 30/06/2005
Options issued pursuant to Agreement 59,740 10/08/2002 $7.70 08/08/2006
Opticns issued pursuant to Agreement 60,126 10/082003 $6.32 08/08/2007
Options issued pursuant to Agreement 43,909 10/08/2004 $7.99 09/08/2008
Total 4,402,818

Options issued under the Billabong Executive Incentive Option Plan are not transferable and are exercisable in three
tranches. One third of the options become exercisable 24 months after the day the options are granted. Another third
become exercisable 36 months after the day the options are granted and the last third become exercisable 48 months after
the options are granted. Options may only be exercised if the performance criteria in respect of the options have been met
and the holder is, or is the approved nominee of, an Executive Director or senior manager of the Company and/or of any
Company refated to or associated with the Company.

The Options issued pursuant to an Agreement are exercisable in three tranches. One quarter of the options become
exercisable 24 months after the day the options are granted. Another half become exercisable 38 months after the day the
options are granted and the last quarter become exercisable 48 months after the options are granted. These options were
issued in connection with the acquisition of the American based Element skateBoarding brand by the Company’s wholly
owned subsidiary, Rocket Trademarks Pty Ltd (ACN 097 257 522).

Ne option holder has any right under the options 1o participate in any other share issue of the Company or of any other entity.

Billabong Internationat Limited 2003-04 Full Financial Report Page 7
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Shares issued on the exercise of options
There were 1,793,632 shares issued as a result of the exercise of options during the year.

Rounding of amounts

The Company is of a kind referred to in Class Order 88/0100, issued by the Australian Securities & Investments Commission,
relating to the “rounding off’ of amounts in the Directors’ Report. Amounts in the Directors’ Report have been rounded off in
accordance with that Class Order to the nearest thousand dollars, or in certain cases, to the nearest dollar.

Corporate Governance

In recognising the need for the highest standards of corporate behaviour and accountability, the Directors of Billabong
intemational Limited support and have adhered to the principles of corporate governance. The Company's Corporate
Governance Statement immediately follows this Directors' Report.

This report is made in accordance with a resolution of the Directors.

7%? g&.ﬁu

Gary Pemberton
Chairman

Gold Coast: 23 August 2004
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Corporate Governance Statement : :

APPROACH TO CORPORATE GOVERNANCE

In March 2003, the Australian Stock Exchange (ASX) Corporate Governance Council issued its Principles of Good Corporate
Governance and Best Practice Recommendaticns. Your Directors have weicomed the release of these Principles and have

adopted them as the basis of our responsibilities to stakeholders, including shareholders, customers, employees and the
community.

Billabong endorses the ten essential corporate governance principles and meets all of the ASX Best Practice
Recommendations with the exception of -

2.1 Boerd composition
Messrs Pemberton and Merchant are substantial shareholders. Substantial shareholders are defined in the
Recommendations as not being independent of the Company.

2.2 Independence of Chairman

Mr Pemberton, as a substantial shareholder, is defined as not being independent of the Company. In consideration of the
particular circumstances of the Company and the background and experience of the incumbent Chairman, the Board
believes that it would be contrary to the best interests of shareholders to preclude him from the office of Chairman on the
grounds of being a substantial shareholder.

3.1,3.3 Code of conduct
Billabong supports and has adopted the Code of Conduct published by the Australian Institute of Company Directors in 1998.

The Company has not adopted a separate Code of Conduct for Billabong employees to complement the strong ethical
cuiture practiced.

For more information on Billabong's governance practices visit the corporate governance section on our website:
www, billabonacorpotate com which includes copies of relevant policies.

ROLE OF THE BOARD

The Board is responsible for the direction and supervision of the Company’s business on behalf of the shareholders, by
whom they are elected and to whom they are accountable. This includes ensuring that interal controls and reporting
procedures are adequate and effective. The Directors recognise the need to maintain the highest standards of behaviour,
ethics and accountability. The Board draws on relevant corporate governance best practice guidelines to assist in the
oversight of the Company’s affairs. '

Day to day management of the Company's activities, and the implementation of corporate strategy and policy objectives, is
delegated by the Board to the Chief Executive Officer and senior managers responsible to him.

The primary functions of the Board include responsibility for:

+ formulating and approving objectives, goals and strategic direction for management;

s monitoring financial performance including adopting annual budgets and approving financial statements;

» ensuring that adequate systems of internal control exist and are monitored for compliance;

+ selecting, appointing and reviewing the performance of the Chief Executive Officer and senior management;

+ establishing limits of authority for the Chief Executive Officer and senior management in relation to capital expenditure,
acquisitions, divesiments and identified business drivers;

» ensuring significant business risks are identified and appropriately managed;
s ensuring the Company conforms to environmental, social and occupational health and safety requirements; and
s reporting to shareholders on performance.

Board policy requires all Non-Executive Directors to participate in all aspects of Board activities. Accordingly, all Non-
Executive Directors are required to serve on all Board committees. Each Board commitiee is chaired by a Non-Executive
Director, other than the Chairman of the Compaty.

The Board has established an Audit Committee, a Nominations Committee and a Human Resources and Remuneration
Committee which all operate under written charters approved by the Board and are each composed entirely of all Non-
Executive Directors. All other functions of the Board will be dealt with by the Board as a whole.

From time to time, the Beard may establish special purpose committees to deal with specific issues. Special purpose
committees are dissolved when the matter at hang is resolved.

All committees have the authority to retain outside resources and specialist assistance as required to progress their
objectives.

Billabong International Limited 2003-04 Full Financial Report Page 9
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Matters determined by commitiees are submitted to the full Board as recommendations for decision and ratification. Minutes
of committee meetings are labled at the immediately subsequent Board meeting.

The Board reviews its own collective performance and the procedures of the Board on an ongoing basis. The Chairman

meets privately with each Director as appropriate to discuss Company matters and individual and collective performance of
Directors. The Chairman's parformance is subject to review by the Board.

BOARD COMPOSITION AND SIZE

The Constitution of the Company provides that there will be a minimurn of three Directors and 2 maximum of ten Directors.
The composition of the Board is determined in accordance with the following principles and guidelines.

s the Board should comprise a majority of Non-Executive Directors;
+ the Chairman should be a Non-Executive Director;
+ the Board should comprise Directors with an appropriate range of qualifications and expertise.

The terms and conditions of the appointment and retirement of Non-Executive Directors are set out in a letter of appointment.
The appointment letter covers the following matters:

. the leve! of remuneration;

. the tenure of appointment;

) the expectation of the Board in relation to attendance and preparation for all Board meetings;
. the Directors’ code of conduct;

. the procedures dealing with conflicts of interest; and

. the procedures governing the availability of independent advice.

Non-Executive Directors do not receive retirement benefits (other than statutory superannuation payments), do not receive
bonuses or incentive payments, and do not participate in option-based or other incentive schemes for employees.

The Board shall meet as often as required to attend to the affairs of the Company. Proceedings will follow meeting guidelines
set down to ensure all Directors are made aware of, and have available to them all necessary information enabling them to
participate in an informed discussion of alt agenda items.

Non-Executive Directors meet for a period of time during each Board meeting without the presence of management to
discuss the operation of the Board and a range of other matters.

The Chairman of the Board meets with and maintains a regular dialogue with the Chief Executive Officer on important
Company matters.

Billabong's Constitution is available on our website.
APPOINTMENT OF DIRECTORS

Nominations of new directors, recommended by the Nominations Committee, are considered by the full Board. The functions
and members of the Nomination Commitiee are contained in this Report The Nominations Commitiee uses a range of
methods to access a wide base of potential directors, considering the range of skills and experience required in relation to
the: ‘

current composition of the Board,

need for independence;

strategic direction of the Company; and
geographic spread and diversity of Billabong.

. & & &

The Board assesses nominated directors against a range of criteria including background, experience, professional skills,
personal qualities and their capacity to commit themselves to the Board's activities.
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DIRECTOR INDEPENDENCE OF MANAGEMENT

The Non-Executive Directors do not have any business interest or other relationship that could materially interfere with the
exercise of their independent judgement and their ability to act in the best interests of the Company. Each of the Non-
Executive Directors is considered by the Board to be independent of management.

Non-Executive Directors regutarly confer at scheduled sessions without management present.
ROLE OF MANAGEMENT

The Chief Executive Officer (CEO) is responsible for the overall management and profit performance of the Billabong group.
The CEO manages the organisation in accordance with the strategy, plans and policies approved by the Board to achieve
agreed goals.

CHAIRMAN'S APPOINTMENT AND RESPONSIBILITIES
The Chairman is appointed by the Board from the Non-Executive Directors. The Chaimman:

provides appropriate leadership to the Board;

facititates Board discussions to ensure that the core issues facing the organisation are addressed,;
maintains a regular dialogue and mentor relationship with the CEO;

monitors Board performance; and

guides and promotes the on-going effectiveness and development of the Board and ingividual Directors.

® & & & &

CONDUCT OF BOARD MEETINGS

The Billabong Board normally holds nine formal Board meetings each year and will also meet whenever necessary to carry
out its responsibilities.

When conducting Billabong Board business, Directors have a duty to question, request information, raise any issue of
concern, fully canvas all aspects of any issue confronting Billabong and vote on any resolution accerding to their own
judgement.

CONFLICTS OF INTEREST
Directors are required to continually monitor any potential conflicts of interest that may arise. Directors must:

disclose to the Board any actual or potential conflicts of interest that may exist as soon as the situation arises;
take necessary and reasonable steps to resolve any conflict of interest within an appropriate period, if required by the
Board or deemed appropriate by that Director; and

+  comply with the Corporations Act requirements about disclosing interests and restrictions on veting.

Directors are encouraged to discuss with the Chairman any proposed Board or executive appointments they are considering
undertaking and should advise Billabong of appointments to other companies as soon as possible after the appointment is
made. The same guidelines apply with respect to reiated party fransactions including financial transactions with Billabong.
Related party transactions are required to be reported to the Board and, where appropriate, raised for discussion at the next
Board meeting.

ACCESS TO INFORMATION

Directors are encouraged to access members of the senior management team at any time to request relevant information in
accordance with protocols adopted by the Board.

Directors are entitled to seek independent professicnal advice at Billabong's expense in connection with the discharge of their
duties and responsibilities in a Billabong-related matter. Prior approval of the Chairman is required, which will not be
unreasonably withheld. The Director shall thereafter ensure that costs are reasonable. The advice obtained must be mace
available to all Board members at the earliest reasonable opportunity.

CEO & CFO ASSURANCE ON FINANCIAL REPORTS

The Board receives regular reports about the financial condition and operational results of the Billabong group. The CEO and
CFO periodically provide formal statements to the Board that, in all material respects, the Company’s financial statements
present a true and fair view of Billabong's financial condition and results.
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BOARD COMMITTEES

The Board has established a number of committees 1o assist in the execution of its duties and to allow detailed consideration
of complex issues. Current committees of the Board are the Audit, Human Resources and Remuneration and Nominations
committees. Each committee is comprised entirely of Non-Executive Directors, a majority of whom are independent under the
ASX Best Practice Recommendations.

REMUNERATION

Principles used to determine the nature and amount of remuneration

The objective of the Company's remuneration reward framework is to ensure reward for performance is competitive and
apprepriate for the results delivered. The framework aligns reward with achievement of strategic and finandial objectives and
the creation of value for shareholders, and conforms with market best practice for delivery of reward. The Board ensures that
executive reward satisfies the following key criteria for good reward governance practices:

. competitiveness and reasonableness;

. performance linked to strategic and financial objectives; and

. transparency.

In consultation with external remuneration consuitants, the Company has structured a remuneration framework that is market
competitive and complementary to the reward strategy of the organisation.

Alignment to shareholders’ interests:

. has economic profit as a core component of ptan design;

. the plan focuses on return on assets and key non-financial drivers of value;
. attracts and retains high calibre executives.

Alignment to program participants’ interests:

. rewards capability and experience;

. reflects competitive reward for contribution to shareholder value;
. provides a clear structure for earning rewards;

. provides recognition for contribution.

The framework provides a mix of fixed and variable pay, and a blend of short and fong-term incentives. At senior levels within
the group, the balance of this mix shifts to a higher proportion of “at risk” rewards.

Non-Executive Directors
Fees and payments to Non-Executive Directors refliect the demands which are made on, and the responsibilities of, the Non-
Executive Directors. Non-Executive Directors do not receive share options or retirement benefits.

Non-Executive Directors’ fees .
The maximum aggregate remuneration poc! was approved by members on 4 July 2000. The Chairman’s remuneration is
inclusive of committee fees while Non-Executive Directors who chair a committee may receive additional yearly fees.

Non-Executive Directors’ fees are determined within an aggregate Non-Executive Directors' fee pool limit.

Executive Directors and managers (“executive”) pay

The executive remuneration framework has three components:

. base pay and benefits;

L short-term performance incentives; and

. leng-term incentives through participation in the Billabong Executive Incentive Option Plan.

The combination of these comprises the executive’s total remuneration,

Base pay

Executives are offered a competitive remuneration that comprises the components of base pay and benefits. External
remuneration consultants may provide analysis and advice to ensure remuneration is set to reflect the market for a
comparable role. Base pay for executives is reviewsd annually to ensure the executive's pay is competitive with the market.
An executive's pay is also reviewed on promotion.

Benefits

Executives receive benefits including health insurance and superannuation as reguired by the laws in the various jurisdictions
in which the Company operates. In certain circumstances, additiona! benefits (e.g. travel, accommodation etc) may also be
provided.
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Short-term incentives
Short term incentives (STI's) vary according to individual contracts, however for high level executives they are broadly based
as follows:

- A component of the ST is linked to the individual performance of the executive (this is based on a number of factors,
including divisional/regional budgets, key performance indicators (KPI's) and other personal objectives).

- A component of the ST is linked to the financial performance of the Company or measured against budgets set at the
beginning of each financial year.

For middle and lower level management, total STl is linked te the individual performance (based on similar factors to those
for high level executives). All bonuses are paid in August of the following financial year.

The short term bonus payments may be adjusted up or down in line with under or over achievement against the target
performance levels. This is at the discretion of the Human Resources and Remuneration Commitiee.

The STl target annual payment is reviewed annually.

BOARD MEMBERS

The Directors in office at the date of this statement are:

Name Position Age
Gary Pemberton Non-Executive Chairman &4
Derek O'Neil! Chief Executive Officer 41
Margaret Jackson Non-Executive Director* 51
Ted Kunke! Non-Executive Director* 61
Allan McDonald Non-Executive Director* 64
Gordon Merchant Non-Executive Director 860
Coletie Paull Non-Executive Director® 53
Paul Naude Executive Director 438

* Denotes independent Directors as defined by the ASX Corporate Governance Council (CGC) in their paper titled “Principles
of Gocd Corporate Governance and Best Practice Recommendations” dated March 2063. There are six Non-Executive
Directors, four of whom are deemed independent under the CGC guidelines. There are two Executive Directors.

The Chairman of the Board is a substantial shareholder and is not independent in accordance with the definitions and
recommendations of the ASX Corporate Governance Council of March 2003. In consideration of the particular circumstances
of the Company and the background and experience of the incumbent Chairman, the Board believes that it would be contrary
to the best interests of shareholders to preclude him from the office of Chairman on the grounds of being a substantial
shareholder.

Further details of the members of the Board including their experience and expertise is set out in the Directars’ Report section
of the Annual Report.

AUDIT COMMITTEE

Audit Committee meetings are held periodically throughout the year. The members of the committee are all of the Non-
Executive Directors. The Chairman of the Audit Committee will be a Non-Executive Director other than the Chairman of the
Board. The Chief Executive Officer and Chief Financial Officer may attend at committee meetings by invitation.

The main functions of the committee are to:

¢ assess the appropriateness of accounting policies, practices and disclosures and whether the quality of financial reporting
is adequate;

s review the scope and resulis of external and compliance audits;
+ maintain open lines of communication between the Board, external auditors and the Company's compliance officers;

o review the annual, full and concise reports, the half-year financiat report and all other financial information published by
the Company or released to the market;
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AUDIT COMMITTEE (continued)

s obtain appropriate certifications from management to support the financial accounts;

+ obtain specific certifications from the Chief Executive Officer and Chief Financial Officer that the financiat accounts are
complete and present a true and fair view, in all material respects, of the financial condition and operational resuits of the
Company and group; that the certifications are based on a sound system of internal control and risk management which
implements the policies of the Board, and that the Company s risk management and intemnal comroi are being monitored
and maintained to ensure efficient and effective operation, in all material respects;

+ assess the adequacy of the Company’s internal controls and make informed decisions regarding compliance policies,
practices ang disclosures;

» review the appointment of the external auditors, the terms of their engagement, the scope and guality of the audit and the
auditor's independence; and

+ review and monitor the scope of non-audit services provided by the extemal auditors to ensure that it is consistent with
the maintenance of auditor independence.

The Audit Committee will report to, and make recommendations to, the full Board in relation to each of these functions.
The members of the Audit Committee during the year were:

Allan McDonald (Chairman}
Margaret Jackson

Ted Kunkel

Gordon Merchant

Coletie Paull

Gary Pemberton

HUMAN RESOURCE AND REMUNERATION COMMITTEE

The Human Resource and Remuneration Committee will meet as required. Members of the committee shall be all of the
Non-Executive Directors. The Committee will be chaired by a Non-Executive Director other than the Chainnan of the Board.

The main functions of the committee will be to make recommendations to the Board on HR and Total Remuneration policy
and practices that:

« supports the group's overall strategy and objectives;
¢ aftracts and retains key employees;
+ links total remuneration to financial performance and the attainment of strategic objectives.

Specifically this will include:

+ setting the terms and conditions of employment for the CEO, including annuai fixed salary levels, annual incentive
opportunity levels, employment agreements and supplemental benefits, and review from time to time as appropriate;

s annually appraising the performance of the CEO and providing developmental feedback as appropriate;

s setting levels of remuneration for Executive Directors (if any), including annual fixed salary levels, annual incentive
opportunity levels, employment agreements and supplemental benefits, and review from time to time as appropriate;

» seftting levels of remuneration for senior Managers including annual fixed salary levels, annual incentive opportunity
levels, employment agreements and supplementai benefits, and review from time to time as appropriate;

+ reviewing Non-executive Director remuneration with the assistance of external consuitants as appropriate;
s reviewing all equity based plans;

+ reviewing all Executive Incentive Plans;

+ reviewing the management succession program;

s reviewing key philosophies and practices relating to the remuneration and development of the Company’s employees
generalty;

s ensuring the Total Remuneration program and practices of the group are designed with full consideration of all tax,
accounting, legal and regulatory requirements;
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HUMAN RESCURCE AND REMUNERATION COMMITTEE (continued)

The Human Resources and Remuneration Committee will report to, and make recommendations to, the full Board in relation
to each of its functions.

The members of the Human Resources and Remuneration Committee during the year were:

Ted Kunkel (Chairman)
Margaret Jackson
Allan McDonald
Gordon Merchant
Coletie Paull

Gary Pemberion

NOMINATIONS COMMITTEE

The Nominations Committee will meet as required. The members of the committee shall be all of the Non-Executive
Directors. The Nominations Committee will be chaired by a Non-Executive Director other than the Chairman of the Board.

The main functions of the committee will be to;

+ monitor and review the balance of Board skills and Director interaction;

+ identify skill sets that might be appropriate to add to the Board as Company issues change and evolve;

» oversee the identification, and evaluation of potential appointees as and when appropriate; and

+ ensure that adequate induction material, setting out rights and responsibilities, is available to new appointees.

The Nominations Committee will report to, and make recommendations to, the full Board in relation to each of its functions.
The members of the Nominations Committee during the year were:

Allan McDonald (Chairman}
Margaret Jackson

Ted Kunke!

Gordon Merchant

Colette Paull

Gary Pemberton

BOARD PERFORMANCE ASSESSMENT

On an annual basis the Chairman facilitates a discussion and evaluation of the Board’s performance. This includes
discussions about the Board’s role, processes, performance and other relevant issues. The performance of each commitiee
is also reviewed.

RETIREMENT OF DIRECTORS

One-third of the Directors are required to retire by rotation at each Annual General Meeting (AGM). The Directors to retire at
each AGM are those who have been longest in office since their last election. A Director must refire at the third AGM since
last elected or re-elected.

A Director appointed as an additional or casual Director by the Board will hold office until the next AGM when the Director
may be re-elected. This election will be in addition to any rotational retirements.

New Directors are provided with a letter of appointment setting out the Company’s expectations, their responsibilities, rights
and the terms and conditions of their employment.

The CEO {who is a Director on the Board) is not subject to retirement by rotation.

A Director who holds any executive office with Billabong (including the CEO) ceases to be a Director when they no longer
hold their executive office.
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EXTERNAL AUDITORS

The performance of the external auditors is reviewed by the Audit Committee under its charter. An analysis of fees paid to the
external auditors, inclugding a break down of fees for non-audit services, is provided in the financial statements,

RISK ASSESSMENT AND MANAGEMENT

The Company is committed to a culiure of risk management and supports a pro-active approach to managing risk and to
exploiting opportunity.

Management routinely reports against identified risk factors and the measures and sirategies in place to mitigate those risks.
Procurement decisions and arrangements are subject to routine monitoring of risk.

A formal risk assessment is part of each major capital acguisition. A minimum of two post acquisition reviews are undertaken
within the first eighteen months of major business acquisitions, major capital expenses or significant business initiatives.

A further, higher level review of risk management is undertaken at least annually, as part of corporate strategy reviews
undertaken by the Board and senior management. Reviews of the Company's strategic direction include the identification of
business and financial risks which could prevent or inhibit the Company from achieving its objectives. Management is
required to develop appropriate controls and mitigation strategies to manage those risks.

CONTINUOUS DISCLOSURE

The Company Secretary has been nominated as the person responsible for communications with the Australian Stock
Exchange {(ASX). This role includes responsibility for ensuring comptiance with the continuous disclosure requirements in the
ASX listing rules and overseeing and co-ordinating information disclosure to the ASX, analysts, brokers, shareholders, the
media and the public.

The Company monitors internal and external events and developments as part of its continuous disclosure responsibilities.

COMMUNICATION TO SHAREHOLDERS

The Board of Directors aims o ensure that the shareholders, on behalf of whom they act, are provided with all information
necessary o assess the performance of the Company. information is communicated to the shareholders through:

s the Annual Report, which is distributed 1o all shareholders (unless shareholders specifically indicate otherwise);
» the Annual General Meeting, and any other formally convened Company meeting; and

+ the Company’s Corporate internet site at www.billabongcorporate.com, which contains a copy of the annual and half year
reports and all other announcements made to the Australian Stock Exchange.

All information disclosed to the ASX is posted on the Company's web site as soon as it is disclesed to the ASX.

To minimise the risk of speculation, or non-uniform disclosure, the Company seeks to avoid any discussion with
shareholders, media, analysts, or other market operators during periods of particular sensitivity. These "black out” periods
extend from thirty days prior to the close of the half and full year accounting periods to the time of the half and full year profit
announcements. This policy is subordinate to the over-riding requirement to respond to any development which triggers the
broader obligation to provide information, or issue statements, in the interests of a fully informed market.

Company policy on the disclosure and discussion of profit results is broadly in line with general market practice. Any
unilateral departure from general practice would risk an adverse effect on shareholders through the share price. Al
information published is posted on the Company's web site. Material from conference calls with analysts, brokers, and
institutions is similarly posted to the web site. Particular care is taken in discussions with individuals to ensure no information
is provided which is not generally available. In the event of an inadverient breach, the Company recognises the obligation for
immediate and supplementary advice to the market.
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SHARE TRADING POLICY

The insider trading provisions of the Corporations Law have been drawn to the attention of all Directors and senior managers.
A broadly based information programme is maintained {0 ensure that all Directors and senior managers clearly understand
their personal obligations in relation to prohibited dealings, including dealing when in possession of price sensitive information
not generally available to the market. The programme also covers details of penalties for breach and formal requirements for
nofification to the Company.

The share trading policy requires prompt notification of dealings but does not stipulate advance notification of intended
dealings. No party (Chairman, Board, Chief Executive etc) has the power under the policy to authorise or prohibit any
proposed dealings. The policy has been constructed to ensure that circumstances do not arise which could give rise 10 a
relevant interest (as defined under the Corporations Act) by virtue of abitity to control the disposal of shares.

Responsibility rests with the individual to ensure they are acting within the requirements of the law and the Australian Stock
Exchange. The Company takes responsibility for an education programme to ensure the responsibilities are well understood.

The Company monitors internal events and issues to ensure conformity with continuous disclosure requirements. Subject to
normal commercial constraints, that information is available to individuals wishing to satisfy themselves in relation to their
personal disclosure obligations.

It is considered inappropriate for Directors and senicr managers to regularly trade in the securities of the Company.

Dealings by senior managers and Directors are confined to three trading windows. The trading windows begin after two clear
frading days have elapsed from the date of the half and full year profit announcements, and from the date of the Annual
General Meeting. Each trading window continues for thirty calendar days.

Senior managers and Directors who seil shares within these windows are expected 1o do so in a manner which minimises
market impact. Guidance has been provided that the "rule of thumb” requires not more than 300,000 shares, being 30% of
the average daily tumover of approximately 1 million shares, should be traded in any one day. Further guidance is that
guantities above 1 million shares {being the nominal daily tumover) should not be sold through normal day trading, but be
subject to overnight book build, or similar mechanism, including specific identification of the vendor. Directors or senior
managers selling shares are encouraged to advise the Chairman of any relevant reason for the sale, and whether or not they
consent to the public disclosure of such reasons.

Directors have all entered into agreements te notify the Company within three days of any dealings in the Company
securities. It is an employment conditicn that all senior managers notify the Company within three days of any dealing in the
Company securities.

Two Non-Executive Directors are substantial shareholders and have formally indicated to the Company that they have no
intention te lighten their holdings by a systematic selidown to a predetermined level. They have undertaken to advise the
Company if that intention changes.

The Company has no authority or policy provisions which require Directors to respond to public speculation concerning their
selling intentions. On various occasions, each of the existing Directors with substantial shareholdings has responded to
market speculation with voluntary assurances that they were not intending sellers. There are no undertakings that the
Directors with substantiat shareholdings will continue to respond to ongoing future speculations.

The Board has not sought extended voluntary embargos on the sale of shares by Directors. The existence of an embargo
merely encourages speculation concerning intentions at the time of expiry.

The Company recognises that it is unrealistic to preclude Directors with substantial shareholdings frem selling shares -
particularly in quantities and by mechanisms which would be seen by the market as being reasonable. The two Directors
with substantial shareholdings have formally agreed to be bound by the guidelines detailed above including the restriction to
trading windows, the restrictions on levels of on-market sales, overnight or block sales mechanisms (including vendor
identification) and will be sensitive to the potential impact of sale levels on shareholder perceptions.

For sales outside normal day trading, the Directors have agreed the documentation of a pro-forma authority to be completed
and used exclusively as a pre-requisite for any enquiry or mandate to any broker in relation to the sale of shares. The exact
form and wording of that coded authority has been lodged with the Company's legal advisers for verification purposes. The
Company reserves its rights and remedies against any party purporting to represent any Director for the sale of shares
without this exact form of completed authority.

No pre-emptive arrangements exist between Director shareholders. There is no intention to enter such arrangements on the
grounds that they may not be in the best interests of the general body of shareholders and market liquidity.
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This financial report covers both Billabong International
Limited as an individua! entity and the consolidated entity
consisting of Billabong International Limited and its
controlled entities. The consolidated entity was formed on
1 July 2000 when Biliabong International Limited acquired
effective control of the Billabong group.

Through the use of the intarnet, we have ensured that
corporate reporting is timely, complete, and available
globally at minimum cost to the Company. All press
releases, financial statements and other information is
available on our corporate website:

www.billabongcorporate com

Biliabong Intemational Limited is a Company limited
by shares, incorporated and domiciled in Australia.
its registered office and principal place of business is:

Billabong International Limited
1 Billabong Place
Burleigh Heads Qid 4220,

For queries in relation {o our reporting piease call
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Statements of Financial Performance for the year ended 30 June 2004 ::

Revenue from ordinary activities
Interest received

Total Revenue

Borrowing costs expense

Other expenses from